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I. INTRODUCTION
Creditis animportantinstrumentofacquiringcommandovertheuseofwork-
ingcapital,fIxedcapitalandconsumptiongoods.Inthewakeof GreenRevolution,
landandlabourhaverecededintothebackgroundaspredominantfactorsofgrowth.
Useof capitalandadoptionof moderntechniquesof productionwhichhavebe-
comemajorsourcesof growthof agriculturaloutputnecessitateaccessto credit
marketsfor financingtheiruse. Institutionalsourcesof credithavebecomequite
,ignificantduringthelastfewyears.Therapidexpansionofcreditfrominstitutional
sourcescanbeseenfromvariousindicators.Thetotaldisbursementof agricultural
loanshasgoneup fromRs.306.75millionin 1972-73to Rs.5,102.14millionin
1981-82.On a peracrebasis,theloansincreasedfromRs. 7.33in 1972-73to
Rs.106.83in 1981-82.In thisperspective,thedisparitiesin incomeandwealthin
ruralareaswouldcruciallydependon thedistributionof capitalamongfarmsof
differentsizesandoccupationalgroups.Neglectingequitabledistributionof creditas
apolicyinstrumentfor ruralincomeredistributionmaybeaseriousomissionbythe
policy-makersinterestedinanimprovementof ruralequity.
It is easyto suggesta link betweencreditanddistributionbut diffIcultto
establishthe exactrelationshipbetweenthe two variables.Income-distribution
effectsof thecreditdeliverymaydependon (i) recipientsof credit,i.e.thesize
andtypeof farmonwhichcreditis used,(ii)thepricepaidfortheborrowedfunds,
and(iii) productivityof theactivitiesfinancedby credit.Weshallpresentevidence
oneachof theseaspectsto getanideaof theimpactof creditontheredistribution
of incomeinruralareas.
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SectionII describesthebroadfeaturesof thecreditmarketandcreditrelations
in ruralareas.Thereformsin thecreditdistributionsystemarethesubjectmatter
of SectionIII. The finalsectionsumsuptheconclusionsandsuggestssomeareas
forfurtherpolicyaction.
II. ACCESSTOTHE CREDITMARKET ANDCREDITRELAnONS:
A FACTUAL BACKDROP
Informationaboutthe recipients,costanduseof creditis basedon data
obtainedfroma RuralCreditSurveyconductedin 1972-73,atwhichabout100,000
ruralhouseholdswereenumerated.Thedetailsof thesurveyhavebeenpresentedby
Qureshiin [2]. Informationon variousindicesof borrowingsandthepatternof
itsusebydifferentcategoriesofhouseholdsi presentedinTable1.
The tableshowsthatabout35 percentof ruralhouseholdshadnegotiated
someformof loanduringthesurveyear.Theproportionofhouseholdsreporting
borrowingexhibitssignificantvariationfromoneoccupationto another. This
proportionwaslowestfor non-farmhouseholdsandhighestfor tenanthouseholds.
A slightpositiverelationshipbetweenthesizeof holdingsandtheproportionof
borrowinghouseholdsi noticed.Thevariationin theproportionmaybetracedto
a numberof factorsoperatingon boththesupplyanddemandsidesof thecredit
market.Thecreditsupplymaybeavailableto agreaterextentooccupationswith
largerincomesandhigherlevelsof wealthsincesuchoccupationsmayberelatively
morecredit-worthy.Thedemandfor consumptioncreditmaybehighfor occupa-
tionswithlowincomeswhilethedemandfor workingandfixedcapitalmaybelow
forsuchoccupations.
Theamountof borrowingperruralfamilywasRs.531. Thecorresponding
borrowingwasRs.650forcultivatorhouseholds,Rs.634forabsenteelandlordsand
Rs.324for non-farmhouseholds.Theborrowingperfamilyispositivelycorrelated
withthesizeoffarm.Theborrowingsperfamilyalsoincreasedwithanimprovementi
the statusof tenureasownersexhibita higherlevelof borrowingsthantenant
households.
The distributionof creditis alsohighlyunequal.Farmhouseholdsare63
percentof ruralhouseholdsbuttheyobtain77percentof theruralcredit.Theshare
of non-farmhouseholdsi muchlowerin creditthantheirrelativesharein the
numberof ruralhouseholds.Owner,owner-cum-tenantdownernon-operator
householdsappropriateagreaterproportionof creditthantheirproportionof rural
households,whileallothercategoriesofhouseholdsgetlessthanwhattheirnumbers
wouldindicate.
SourcesofCredit
Thedualityin ruralmoneymarketsis oftenacharacteristicfeaturefoundin
mostof the developingcountries. It shouldbe interestingto look into the
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differencesasregardsthesourcesavailablefor obtainingcreditfor differentcate-
goriesof households.Informationonthepercentagedistributionof loansobtained
fromdifferentsourcesindicatesthatthenon-institutionalsourcesof creditaredomi-
nantsuppliersof creditfor allcategoriesof householdsand,withinthecategoryof
cultivatorfarms,for allsizesof farms.In thecaseof allruralhouseholds,89percent
of thecreditwasprovidedby non-institutionalsources.Thedependenceonsuch
sourceswasleastin thecaseof absenteelandlordsandmostfor tenanthouseholds.
Thedependenceontheunorganizedcreditmarketwasa decreasingfunctionof the
sizeof farms.Farmsof lessthan5acreshadobtained99percentof thecreditfrom
non-institutionalsourceswhilethisproportionwasonly71percentfor farmslarger
than50acres.
Withinthenon-institutionalsourcesof credit,friendsandrelativesarethemost
importantsourcesof creditfor all categoriesof householdsandall sizesof farms.
In thecaseof tenants,land-ownersarealsoanimportantsource.Commissionagents
andtradersareanotherimportantsourceofcreditformostcategoriesofhouseholds
butespeciallyfor ownerandnon-farmhouseholds.Professionalmoney-lendersand
factoriesdonotfigureveryprominentlyformostcategoriesofhouseholds.
Of theinstitutionalsourcesof credit,theAgriculturalDevelopmentBankof
Pakistan(ADBP)andcommercialbanksarethemostimportantsources.Commercial
banksareespeciallyimportantin thecaseof absenteelandlordswhiletheADBP
isanimportantsourceofcreditforland-ownerhouseholdsandforlargefarms.
CostofCredit
It is commonlybelievedthatratesof interestin thenon-institutionalcredit
marketareveryhighin developingcountriesandthatsuchratesin theorganized
creditmarketaredeliberatelykeptlowbythegovernmentpolicy.Table2presents
dataonmoneyratesof interestactuallychargedbydifferentcreditagencies.
Themostimportantfindingthatemergesi thattherateschargedbythenon-
institutionalagencies,thoughhigherthantherateschargedby institutionalcredit
agencies,arenotoutrageouslyhigh. Theaveragerateof interestwas10.13percent
for the combinedcategoryof both the institutionaland non-institutional
loans. Thepercentageswere8.16and15.34for institutionalandnon-institutional
Table2
Distributionof A verageRateof Interestandits Varianceby
Sourceof Borrowings
UseofCredit
An examinationof thevariouspurposesfor whichborrowedfundswereused
showsthatconsumptionexpenditure,includingnon-productiveit msofexpenditure,
wasthesinglemostimportantpurposeof borrowingsasit accountedfor48percent
of thetotalborrowingsfor all ruralfamilies,45.6percentfor non-farmfamilies,
42 percentfor absenteeland-owners,57 percentfor tenantsand47 percentfor
ownerhouseholds.In cultivatorhouseholds,borrowedfundswereusedto fInance
34.42percentof capitalexpenditureon farm,8.59percentof workingcapitalex-
penditureon farmand7.71percentof non-farmbusinessexpenditure.In thecase
of non.farmhouseholds,46percentof totalborrowingswerefor non"farmbusiness
expenditure.Borrowingsfor consumptionpurposeshowa negativerelationship
withthesizeof farmwhileborrowingsfor capitalandcurrentexpendituresshowa
positiverelationshipwiththesizeof farm. Non-farmbusinessexpenditurefInanced
throughborrowingswasalsoimportantfor ownerandownernon-operatorhouse-
holds. Themostimportantfindingthatemergesi thata largeproportionof the
borrowedfundsis usedfor productivepurposesevenbytheruralpoorwhoinclude
tenants,smallfarmersandnon-farmhouseholds.
MeanInterestRate Standard
CreditSources
(percentperAnnum) Deviation
A. Institutional
Co-operativeSocieties 8.60 2.47
Co-operativeBanks 8.68 2.28
A.D.B.P. 7.15 1.32
CommercialBanks 8.87 1.40
Taccavi 6.63 3.32
UnclassifIed 6.48 5.26
Sub-Total:A 8.16 1.82
B. Non.lnstitutional
FriendsandRelatives 9.25 9.72
ProfessionalMoney-Lenders 18.53 12.99
Land-owners 10.25 9.35
CommissionAgentsand
Merchants 13.54 11.28
Factories 8.88 5.28
Unclassified 11.28 11.12
Sub-Total:B 15.34 11.63
All Sources:(A +B) 10.13 7.06
Source:[2].
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loansrespectively.Thehighestrateswerechargedby the professionalmoney-
lenders,with themarketingintermediaries,landowners,friendsandrelatives,and
factoriesfollowingthemin thisorder. It is alsointerestingto notethatalmostall
non-institutionalagencieshadchargedmoneyratesonsomeof theloansadvancedby
themwhichshowsthatthoseof theiragentswhoreportedzeroratesontheirad-
vanceswereeithergivingincorrectinformationorwerecharginghighimplicitratesof
interesto compensateforthepracticeof notchargingexplicitlyanyrateof interest
onloansadvancedbythem.
In the caseof the non-institutionalsourcesof credit,most(morethan95
percent)of the loanswerewithoutany interest.Only factoriesadvancedloans
withoutinteresto thetuneof 70percentof theiradvances.Whetheranyimplicit
interestwaschargedor notcouldnotbegleanedfromtheavailablevidence.Since
theinterestrateonthenon-institutionalcreditishigherthantheinterestrateonthe
institutionalcreditandthe ruralpoor borrowlargelyfromthenon-institutional
sources,thecostof creditandtheeconomicstrengthof ruralborrowerareinversely
related.Thepoornotonlypayahighrateof interestbutarealsolargelyexcluded
fromtheinstitutionalcredit.Sincethecostof institutionalcreditis relativelylow,
thereisanexcessdemandfor creditin theinstitutionalcreditmarket.Therateof
returnon borrowedfundsis artificiallyhigh. Thelendersneednotconcernthem-
selveswiththeend-useof thecreditsolongastheyareassuredof fullandtimely
repaymentof theloans. For thisreason,thelendersfollowa policyof security-
basedlending.Sincelendingis linkedto theavailabilityof collateral,theaccessto
theinstitutionalcreditbecomesproportionaltotheassetsowned.Giventheskewed
distributionof landin theruralareas,it is notsurprisingthatahighlyunequaldis-
tributionof creditwasobservedto obtainin ruralPakistan.Thehighcostofcredit
andthelimitedaccessto thecreditmarkethavepreventedtheruralpoorfromex-
pandingthebaseof theirproductionactivities.
III. INSTITUTIONALCREDITREFORM
Theanalysisof creditmarketandcreditrelationsin thepreviousectionshows
clearlythattheruralpoor,composedmainlyof smallfarmersandnon-farmhouse-
holds,havelimitedaccesstotheinstitutionalcredit.Theempiricalresultshowthat
thelargera farmeris,themorelikelyheis to benefitfromtheinstitutionalcredit.
This situationis a resultof the lendingpolicieswhichlink creditavailabilityto
"credit-worthiness".Theempiricalfmdingsonthedebtor'slosinghislandandother
assetsto professionalmoney-lendersor othercommercialnon-institutionallenders
wasnotclear-cutasratesof interestwerenotfoundtobeashighasinotherdevelop-
ing countries.Neverthelessit cansafelybe arguedthatthe institutionalcredit
mayhaveworsenedincomedistributionby providinglow-costcapitalto largeland-
ownersandabsenteelandlords.
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III
Theequitycasefor ensuringa largerflowof credittotheruralpoorneedsno
argumentandflowsdirectlyfromthepolicy-maker'sgreaterweightin thesocial
welfarefunctionfor thewelfareof thepoor. Theefficiencyargumentfor a redis-
tributionof institutionalcreditrunsparallelto the casefor a landreform. To
improvethedistributionof credit,variouspolicystepshavebeentakenin Pakistan
sincetheearly1970s.Onlya briefdescriptionof someof theimportantpolicy
initiativesanda preliminaryevaluationof selectedpoliciesadoptedin Pakistanare
presented.
The 1972BankingReformsandthenationalizationof commercialbanksin
1972hadassignedanimportantroletotheStateBanknotonlytoincreasetheflow
of creditto theagriculturalsectorbut alsoto redistributeit in favourof small
farmers.A schemefor agriculturalloanswasintroducedby the StateBankin
December1972.An AgriculturalCreditAdvisoryCommitteewasalsoconstitutedto
estimatecreditrequirementeachyearfor theagriculturalsector.Thedistinctive
featuresof theinnovationsaremany.Firstly,theinstitutionalagencieswereurged
to moveawayfromthetraditionalcriterionof credit-worthinessin thatthebanks
couldadvanceloansagainstexpectedincreasedproductionandagainstpersonal
sureties.Secondly,quotasarefixedfor eachbankto encouragetheirlendingin
supportof agriculturalndruraldevelopment.Thenon-observanceof thesequotas
leadsto animpositionof penaltiesin theformofnon-interest-bearingdepositswith
theStateBank.Thirdly,apass-booksystemwasintroducedtoexpeditetheapproval
of institutionalcreditagainstlandmortgage.Thepass-bookis a legaldocument
whichcontainsa completerecordof thelandownedby aparticularfarmer.Any
institutionallendercangrantaloanonthesecurityof landbyjustrecordinganentry
in thepass-book.Fourthly,quotasof productioncreditfor differentsizesof farms
arefixedundertheAgriculturalPurposesRules,1973.Undertheserules,70percent
of institutionalloansmustbeadvancedto farmsof lessthan12.5acres,20percent
to farmsbetween12.5acresand50acres,and10percento farmslargerthan50
acres.Initiallythesetargetswerein respectof smalloans.In 1980-81theentire
amountof creditto beprovidedbycommercialbankstotheagriculturalsectorwas
to betreatedasamandatorytarget.Thereisalsoanelementof concessioni the
rateof intereston agriculturalloansrelativeto commercialndindustrialloans.
Interest-freeproductionloansto smallfarmsarealsograntedupto a limitfor the
purposeof financingtheuseof seeds,fertilizersandpesticides.
TheAgriculturalCreditAdvisoryCommitteeworksouttheagriculturalcredit
requirementeachyear. On thebasisof theavailabledataon acreageundereach
crop in eachprovinceandobservedinput-to-acreageratiosfor differentcrops,
totalphysicalinputrequirementsareestimated.Usinginputprices,inputrequire-
mentis workedoutin valueterms.Accountingfor farmers'ownsavingsandtheir
a.ccessto privatecreditmarket,anestimateof thetotalcreditsupplyfrominstitu-
tJonallendingagenciesi workedout.
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Measuringtheimpactof creditreformsonruralequityisnoteasy.Almostall
governmentpoliciesaffectthedistributionof income.Isolatingtheimpactofchan-
nelledofficialcreditfromtheimpactof otherpoliciesisanimpossibletaskonboth
conceptualndempiricalgrounds.Theconcernwithanimprovementi thewelfare
of thesmallfarmersthroughincreasedflowof channelledcreditisevidentfromthe
fixationof quotasandtheprovisionof interest-freeloansevento smallfarms.The
introductionof commercialbanksin theagriculturallendinghasprovedtobequite
effective.Theloansfrombankshaveincreasedsharply.Theintroductionofsuper-
visedcreditschemesby someof the creditinstitutionshasalsobeena positive
policydevelopment.
A recentstudyby NationalFertilizerCorporation[1] relatingto the
productionloansby commercialbanksshowsthatsmallerfarmersdo notbenefit
muchfromsuchloans.
Thedistributionof creditby farmsizeaccordingto bothbankrecordsand
Farmers'Surveydivergesdrasticallyfromthe prescribedpatternof distribution.
Farmersowninglessthan12.5acres,whoshouldreceiveatleast70percentof the
totalcredit,getonly61percentaccordingtobankrecordsand48percentaccording
to theFarmers'Surveydata.Farmsrangingin areafrom12.5acresto50acresget
morethantheirprescribedshareaccordingto boththesourcesof datawhilefarms
of morethan50acresgetlessaccordingto thebankdataandmoreaccordingtothe
Farmers'Surveydata.Proxyloaningwasquiteextensiveasthebankrecordshowed
borrowerswhowerenottraceableontheaddressshowninthebanks'ledgers.Incen-
tivesforproxyloaningareprovidedby interest-freeloansto smallfarmers.Influen-
tial borrowerseemto betherealbeneficiaryof suchpolicies.It is clearthatno
effectiveinstitutionalmonitoringset-uphasbeenevolvedto superviseaneffective
enforcingof thecreditreforms.
Thoughthepass-booksystemwasintroducedin August1973,yetby 1982
onlya smallminorityof farmershadobtainedthepass-books.Theproportionof
smallfarmersobtainingsuchdocumentswasonly29percentwhile91percentof the
farmersowningmorethan50acreshadobtainedthepass-books.Theofficialcost
for obtainingthepass-bookwasonlyRs. 6 perpass-book.Theunofficialcostof
Rs.205perpass-bookis quitehigh. Thehighcostplusbureaucratichurdleshave
perhapsdeniedthesmallfarmerstheadvantageof thepass-booksystem.
Thereis alsoa contradictionbetweena creditreformwhichis small-farmer-
orientedandthelendingpracticesof creditinstitutionswhichconcentrateon loans
for lumpyinvestments.TheAgriculturalDevelopmentBankprovidescreditmainly
for purchaseof tractors,installationof tubewellsandspecialprojects.Thesmall
subsistencefarmersareunlikelyto investin lumpyinvestments.Thiscontradiction
in thelendingbehaviourindicatesclearlythegapbetweenintentionsandpractices.
IV. CONCLUSIONSANDPOLICY IMPLICATIONS
Theforegoingdiscussionof thestructureof ruralcreditmarketandtheinstitu-
tionalcreditreformsneedsnoelaboratesummary.Onlybroadconclusionsandtheir
policyimplicationsneedtobehighlighted.
Firstly,thedominantrolethatthenon-institutionalsourcesof creditplayfor
the ruralpooris quiteclearlyborneout. Informationaboutthehiddeninterest
rateswasnotavailable.The interestrateon thenon-institutionalcreditis much
higherthanthe interestrateon theinstitutionalcredit. Oneimplicationof this
patternof creditdistributionis thatthecostof creditis inverselyrelatedto the
economicstrengthof theruralborrowers.A properaccountingof thehiddenand
implicitcostswouldstrengthenthisconclusion.
Secondly,thepricepaidfor institutionalcreditinPakistanhasbeenkeptlow
by thegovernment.Maintaininglowrealratesof Interesthasadverseconsequences
for incomedistribution.Lowinterestratesalwaysimplyanexcessdemandforloans
andrequirelendersto rationthecreditnot on thebasisof productivityof credit
buton considerationsof credit-worthiness.Theruralpoor,comprisingsmalland-
owners,tenantsandnon-farmhouseholds,hadverylittlecollateralsof thekind
acceptableto theinstitutionallenders.Thelowrealrateof interestresultsinanin-
stitutionalbiasin favourof largeland-owners,absenteelandlordsandrichtraders
in theruralareas.Theuseof creditbysuchgroupstofinancenewcapital-intensive
technologiesdiminishesthedemandfor labourandworsensthepatternof income
distribution.
Thirdly,theapproachadoptedbytheAgriculturalCreditAdvisoryCommittee
in estimatingthecreditneedsis incompletefor policypurposes.It estimatesthe
demandfor crediton thebasisof historicallyobservedcroppingpatternandinput
use. Thereis aneedto takeintoaccounthecreditrequirementsarisingfromthe
adoptionof newtechnologies.In thisregard,theneedfor furtheresearchisquite
urgent.
Fourthly,theinstitutionalgenciesneedanencouragementtomoveawayfrom
theirpreferenceof mortgagesecurityforagriculturalloans.Nohardevidenceonthe
defaultratesby farmsizeis availableinPakistan.Theinformedguessisthatdefault
ismorecommonwiththeinfluentiallargefarmerswhohavebeenmostreluctantto
repayloansandmostableto resistgovernmentpressuresto repayloans.Someof
thecommercialbankshavestartedsupervisedcreditschemes.A carefulreviewof
sucheffortsshouldsuggestthemosteffectivewayof extendingloansto therural
pooronal~rgescale.
Fifthly,theinstitutionalcreditreformof thekindimplementedinPakistanhas
notbeeneffective,primarilybecauseof theexistingunequaldistributionof landand
theoutmodedtenurialset-up.
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Sixthly,theprovisionof creditmayhelpthepooronlytemporarily.Lasting
improvementcannotbeexpectedunlessproductionrelationsareequitablyrestruc-
tured. Theexperienceof thepass-booksystemandof creditquotasfor thesmall
farmerin Pakistanclearlyindicatestheneedfor a landreformpriorto thecredit
reform. Largeland-ownersexpropriatea largeshareof cheapinstitutionalcredit
despiteanylegislativeorexecutiveprovisiontothecontrary.Inequitableworkingof
theeconomicandsocialinstitutionsi amajorfactorexplaininglimitedbenefitsfor
the poor. Leakageof creditearmarkedfor theruralpooris a seriousproblem.
Separatespecialinstitutionsforlendingonlytothetargetgroupmaybeestablished.
Seventhly,thesuccessof anycreditprogrammeis contingentupona favour-
ablepolicyframeworkandaninfrastructuralprogrammeforruralareas.Forexample,
if termsof tradearebiasedagainsttheruralpoor,additionalcreditmaynothavethe
desiredimpact.Theimportanceof socialandeonomicinfrastructurealsoneedsno
highlighting.
Eighthly,the usesfor whichadditionalruralcreditis providedshouldbe
technicallysound. The newtechnologyshouldbe provablyprofitableif credit
supportforitsadoptionisaskedfor.
Lastly,paucityof dataontherelevantvariablesi aproblemfor carryingout
morerigorousanalysis.Thereis aneedfor researchinallaspectsof theruralcredit
asasupportivedeviceforaproperdesigningofacreditpolicyforruraldevelopment.
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Commentson
"RuralCreditandRuralDevelopment:
SomeIssues"
I congratulateheauthorson presentingapaperonasubjectof vitalsignifi-
canceto ruraldevelopment.Theauthorshavesucceededin providinginsightsinto
theutilizationpatternofcreditintheruralsociety.Thepapergivesabriefreviewof
thePassBookSchemeandthe1972BankReforms.Thesechangeswereeffectedto
helpintheattainmentof nationalgoals.Forreasonsbestknownto theauthorstheir
descriptionof policiesdoesnot adequatelycapturethepolicydevelopmentssince
1973.BesidesthePassBookScheme,aneasyandconvenientprocedureforadvanc-
ingcredithasrecentlybeenintroduced.Nowa farmercangetloanby simplypro-
ducingacertificateandasingleapplicationforminsteadof producinga longlistof
documents.A certificateaboutthebonafidesof theapplicantandthelandunder
hiscultivationcannowbeissuedby anydependableandresponsiblepersonof the
village,besidesthechairmanoftheUnionCouncil,Lumbardar,orZaildar.Secondly,
onesingleformhasreplacedtheninedocumentspreviouslyrequiredforthepurpose
of obtainingproductionanddevelopmentloans. TheSupervisedCreditScheme
(SCS),thoughin operationsincetheearly'70sona limitedscaleby theNational
Bankof Pakistan,hasmeanwhilebeenextensivelyenlargedin its coverage.The
AgriculturalDevelopmentBankof Pakistan,whichaloneaccountsfor37percentof
total institutionalcredit,providesas muchas 64 percentof its loansunderthe
SupervisedCreditScheme.TheStateBankof Pakistan,too,hadbeendirectingthe
bankstopatronizethesupervisedcreditscheme.In fact,banksareurgedtobringtheir
wholeagriculturalloaningsystemundertheumbrellaof thisscheme.Interest-free
loansarebeinggivento smallfarmershavinglandholdingsupto 12%acresin the
PunjabandtheNWFP,16acresin Sindand32acresinBaluchistan.Sugarandghee
millstoo arrangecreditsforthegrowers.Themainobjectiveof thecreditpolicyis
tohelpthesmallfarmer.
. The creditlimit of 70 percentfor thesmallfarmers,asmentionedby the
authors,cannotbecorrectlyevaluatedwiththedataof theNFCsurvey.TheNFC
surveyhascertaindrawbacks.For instance,it coveredonlya limitednumberof
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farmersandconfineditselfonlyto theinstitutionalcreditflowingfromcommercial
banks.
Themajorfindingswhichemergefromthepaperarethatthesmallfarmers
donotgetthe70-percentshareof institutionalloansasstipulatedbytheagricultural
rulesof 1973.Thereasonsexplainingthefailuretoobtainthestipulatedamountof
creditincludethelinkingof creditavailabilityto credit-worthiness,proxyloaning,
thecostofpass-book,andbureaucratichurdles.
Somefactsneedto be setrightbeforeI proceedfurther. Themandatory
limitsetforthecommercialbanks'credito thesmallfarmerwasabout50percent
of thetotalagriculturalcredit. Accordingto theNFC'sFarmers'Survey,48per
centof thetotalagriculturalcreditissuedby commercialbankswasreceivedbythe
smallfarmers.Theirsharestoodat60 percentin thecaseof theADBPloansin
1982-83.Thesefactsalsoshowimprovementovertime.
I mustemphasizeherethattherearecertaincharacteristicsof boththelarge
andsmallfarmswhichmustbekeptin view. For instance,largefarmswill get
inherentlymoreloansastheyarecapital-deepeningwhilethesmallfarmsarelabour-
intensiveandthushavea highpropensityto replacecapitalwithlabour.It isbut
naturalthattheirsharein theoverallcreditpiewouldbedisproportionateto their
sharein totalfarms. I meanheretheywill begettinglesscreditperholdingas
againstthelargefarmswhosecapital-cum-labourstructureis moreheavilytiltedto-
wardstheformervariable;butasfarascreditavailabilityperacreisconcerned,the
smallfarmerisstillfavourablyplaced.
Proxyloaningis nothingbutanextensionof creditto otherlandholders.In
certaincases,proxyloansmayultimatelybenefithemediumorsmallfarmers.
Theauthorshavefoundfaultswiththecreditprocedures,uggestingthatas
far astheissuanceof PassBookswasconcernedthesmallfarmerwastheonewho
faceddifficultyin havingaccessto thebook. Thefact,however,is thatthesmall
farmerwasneitherin apositionof gettingtheso-called' esired'credit,norinneed
of it. Withtheintroductionof improvementincreditpolicy,thefarmerisnowina
positiontoobtaineasilythesupervisedcredit.
Demandfor creditis a functionof manyfactors,suchasrateof return,finan-
cialconstraints,levelof technology,degreeof commercializationof agricultureand
stageof development.Theseindependentvariablesneedto belookedintobefore
onecouldpassanyjudgementaboutthefulfilmentof thecreditrequirementsof
thesmallfarmer.Notwithstandingthisfact,incentivesin thecreditpolicysignifi-
cantlycontributeto pushingupthedemandfor credit.Thefarmerhashisownset
of opportunitycostsandworksout the economicswhichfinallydeterminehis
decisions.Theauthorsneedto undertakequiteanextensivexercisebasedona
muchlargerdata-coveragebeforetheycanachievemeaningfulresults.Despitethese
limitationof analysis,however,theauthorshavepresentedquiteausefulscenariof
theexistingpatternof creditsupply.Theirstudy,if usedcarefully,cansurelyhelp
in institutingqualitativeimprovementin theformulationof nationalcreditpolicy
fortheruralsector.
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